Introduction
The rapid development of small and medium-scale enterprises (SMEs) is one of the instruments of tackling poverty in an economy. Both in literature and practice, poverty alleviation has always formed the nucleus of economic development policies in many developing countries-including Nigeria (Lemo, 2002) . Most of the poor are found in one SMEs activities or the other, hence the policies focused on the development of these SMEs will not only aid in reducing poverty but will also promote economic growth and development of the economy. This is because economic growth and development is sustainable only if it is accompanied by the economic empowerment and mass participation of the citizens in the economic and social life of a nation. SMEs perform such functions as employment generation, acceleration of rural development, utilization of domestic resources, formation of competitive environment and maintenance of innovative activity. From this type of business, maximum results of economic development can be achieved, and it also has a sensation of a market (Toktarova, 2004) .
The recognition of the role of SMEs, has made successive governments to be interested in SMEs, and caused them to implement various measures and programmes in Nigeria in order to encourage their development. Despite these measures, SMEs are still plagued with myriads of problems, among which is finance. Finance is a major problem that has inhibited the growth of SMEs. Some of the constraints of inadequate SME financing include inadequate collateral to secure loans from private credit institutions, poor feasibility studies and lack of equity contribution, among others. Although, the second tier security market was introduced in 1985 to cater for small indigenous companies to be quoted in the stock exchange, yet only few were listed because of requirements and as well as the fact that some of these entrepreneurs do not want to share their companies with the public. Based on the foregoing, this paper discusses the possibilities of developing the SMEs through the capital market option. The rest of paper is divided into four sections. Following this introduction is the conceptual and theoretical framework in Section 2. Section 3 contains the literature review while Section 4 presents the challenges and prospects of developing the SMEs in Nigeria through capital market. Section 5 concludes the paper.
2.1.3: Small and Medium-Scale Enterprises (SMEs)
The definition of SMEs varies from country to country. For example, while UNITAR (2004) defines small and medium-scale enterprises (SMEs) as privately owned businesses that are too small or relatively small to engage in large-scale public offerings of securities, Central Bank of Nigeria (CBN, 1997), noted the definition of SMEs by the National Council of Industries in Nigeria as those with total investment of above N40 million but not exceeding N150 million and labour size of between 35 and 100 workers. In general, the clarification of SMEs varies by assets, number of employees or annual sales.
The International Finance Corporation (IFC), in Hamid (2004) , defines SMEs as firms with less than 300 employees and total assets less than US One million. From this IFC"s definition, it can be seen that the majority of businesses in Nigeria are SMEs. In Nigeria, a market, called the Second-tier Securities Market (SSM), was established for the SME on 30 th April, 1985. The SSM is meant to assist small and medium-sized companies that are unable to meet the requirements of the first-tier market (NSE) in raising long-term capital. To encourage the development of the SSM, the stringent conditions for enlisting in the first-tier market were relaxed for indigenous enterprises seeking to raise funds through the SSM (Anyanwu et al, 1997) .
The simplified listing requirements, which constituted the basic distinguishing features of the SSM, were that prospective companies should:
(i) have a 3-year trading record instead of the 5-year required for full listing at the NSE; (ii) submit audited half-year and annual statements without the quarterly statement required for listing in the first-tier market; (iii) make at least 10% of their equity capital available for public subscription, and against the 25% minimum required for full listing; (iv) have not less than 100 shareholders, compared with the 500 prescribed minimum for full listing in the NSE; (v) make flat annual subscription of N2,000 to the stock exchange instead of the graduated annual quotation fees based on the companies" share capital in the NSE; (vi) raise a maximum of N5 million in the market whereas there is no limit to the amount that could be raised in the NSE; and (vii) an individual can own not more than 75% share under the SSM requirements. Given the above conceptual clarifications on capital market, development of the SMEs, and the SMEs, it is evident that the SMEs fall under the second-tier securities market (SSM), but investors usually see the SSM as inferior to the NSE stock. Hence, trading in SSM stocks tends to be sparse. This adversely affects both stock prices and liquidity. The potential of a Tier II listing is thus a meager inducement for SME"s and potential investors (Odife, 2002) . It, therefore, follows that the Nigerian Capital Market can develop the SMEs, through a more appropriate policy framework in order to assist in the overall development of the Nigerian economy.
Theoretical Framework
The theoretical basis for research on the SMEs finance originates from the corporate finance theory. The pecking order theory (POT) of financing hypothesises the issue of information asymmetries whereby only the firm manager is aware of the true value of the firm and the fact that the market is unaware of the true distribution of the firm"s income. Because investors assume that managers will only issue stock when they believe it to be overvalued, this implies that a new issue of stock will be taken as a "bad signal" by the markets, thus triggering a reduction in the share price. Myers (1984) extends this theory and states that firms will meet investment and financing requirements of the firm in a hierarchical fashion, preferring internal funds first, external debt next and external equity as a last resort.Literature provides a number of demand-side and supplyside reasons as to why firms prefer (a) internal sources of funding over external sources, and (b) debt over equity. Stiglitz and Weiss, (1981) argues that supply-side constraints exist when SMEs cannot obtain the debt financing they require at market interest rates, resulting in undercapitalisation. This is viewed as an underinvestment problem, where equity clears the market.
Demand-side explanations as presented by Bolton (1971) and LeCornu et al.(1996) are based on the well-established fact that SME owners are extremely reluctant to relinquish control of their business (e.g.). SME owners will try to meet their financing needs from a pecking order of, first, their "own" money (personal savings and retained earnings); second, short-term borrowings; third, longer term debt; and, least preferred of all (Ciarán mac an & Lucey 2006). Studies on small business finance have frequently suggested the problem of scarcity of funds (Peel and Wilson, 1996; Laitinen, 1992) . It is also observed that limited debt funding opportunities (Holmes et al., 1994) and limited access to capital markets (Gopinath, 1995) appear to confine the finance of small businesses to internally generated funds. However, there is a limit to which internally generated fund can contribute to the growth of the SMEs which bring to the fore the need for alternative source of capital for development of these enterprises.
III. Literature Review
It has been estimated that SMEs accounted for about 70 percent of total industrial employment in the country (Olusoji, 1999) ; therefore, whatever the definition of SMEs, and/or the size of the economy, the growth of SMEs is very crucial to the growth of that economy. Audretsch (2000) concluded, from his study on the analysis of SMEs role in United States, that they contribute the greatest amount of net employment to the economy. Weller (2004) , argues that development of SMEs can reduce poverty and regional disparities as SMEs provide job access to less qualified and/or young people. Luetkenhorst (2004) also argues that SMEs are important in applying new technologies to better satisfy consumer needs, and contribute most innovations in immature, relatively un-concentrated economies. He argues further that SMEs help to build up an industrial system that is interlinked with significant positive externalities to surrounding economy, which is critical in attracting foreign direct investment.
It has been established in the literatures that small businesses are faced with the problem of scarcity of funds (Peel and Wilson, 1996; Laitinen, 1992) . Holmes et al., (1994) , observed that they have limited debt funding opportunities and Gopinath (1995) raises the issue of limited access to capital markets as a major constraint. All these appear to confine the finance of small businesses to internally generated funds. Kimki (1997) argues that entrepreneurs to rely on personal savings, friends, and relatives as primary sources of capital at the start-up stage because of the limited ability of SMEs to acquire debt during the early stages. According to International Labour Organization (ILO)(2000), SMEs are necessary engines for achieving national development goals such as economic growth, poverty alleviation, democratization and economic participation, employment creation, strengthening the industrial base and local production structure. However, the ability of SMEs to realize these economic and social objectives depend on the regulatory and policy environment within which they operate. Capital Market plays a crucial role in mobilizing domestic resources and in channelling these efficiently to the most productive investment. The capital market is thus an important determinant of a country"s level of savings, efficiency in investment and, ultimately its rate of economic growth (Hamid, 2004) .
In Nigeria, although several Nigerian Securities were actually listed in London before independence, the local listing for dealing with stocks and shares was only considered worthwhile at the registration (establishment), incorporation and operations of the Lagos Stock Exchange in 1959, 1960 and 1961 respectively (Anyanwu, et al). The Nigerian Stock Exchange (NSE) is the centre point of the Nigerian Capital Market, while the Securities and Exchange Commission (SEC) serves as the apex regulatory body. The NSE provides a mechanism for mobilizing private and public savings, and makes such funds available for productive purposes (Nigeria Business Info.com, 2004). The major instrument used to raise fund at the Nigeria Capital Market are Equities (ordinary shares and preference shares). Other instruments in the market include debt (Government bonds), industrial loans/Debenture Stocks and Corporate Bonds. Oyejide (1993) noted that there is apparently a large and influential body of opinion, which regards access to credit as a major determinant of the development of small-scale and micro enterprises (SSMEs) in the developing world. Nigerian Institute of Social and Economic Research -NISER (1987) noted that as much as 70 per cent of SSMEs obtain most of their investment funds from personal savings. This lack of access to formal credit from formal financial institutions is thought to drive SMEs to high interest charging moneylenders, and hinders their growth and development. Oyejide (1993) argues that the problem of high interest rates has often been used as the justification for establishing special financial agencies and programmes to provide credit for SSMEs.
However, the banks are reluctant to lend money to them because they believed that lending to them is not commercially viable (Odife, 2002) . It was even alleged that N11 billion accumulated by the Nigerian banks as SMEs reserves were not given to them. The Bank also regarded lending to SMEs as a high risk and unprofitable business due to unavailability of accurate and reliable information on the financial condition and performance of the enterprises; unconvinced and weak business plan; weakness in management and information technology. Other problems include banks" weaknesses in identifying characteristics of SMEs; availability of other profitable investment to banks; higher overhead cost to the bank due to a high number of customers with smaller loan size; and higher interest rate on the loans from the informal lending market (Rudjito, 2003) . This low financial opportunities of the SSMEs from official financial institutions calls for the need for involvement of the capital market in developing SMEs in Nigeria
IV. Challenges And Prospects Of The Development Of The Smes In Nigeria Through The Nigerian Capital Market
There are challenges for financing SMEs through the capital market. These challenges, as discussed by Cohn (2003) ; include company laws limitations; listing on Stock Exchanges; tax and financial disclosure and control concerns. The process of registration is the same for both small and large company. This process is very costly and time consuming and there had not been any exception to the registration process. This poses a challenge to the SMEs in financing their business through the capital market.
The listing requirements of the various countries stock exchanges are normally high in terms of company assets, number of shareholders and market capitalization. The cost of listing to raise a small amount of funds had proved to be as costly as raising large amount of funds.
The prospectus and investment statement normally demand so much detailed information, which are too cumbersome for SMEs to satisfy. The existence of second tier market was in a bid to address these problems. However, many investors regard the second tier companies as those that are not good enough; and as such, limit the trading on the market. In addition, despite the fact that the listing requirement for SSM in Nigeria and UK is quite similar, yet the SSM in UK is performing better than that of Nigeria. Available data showed that UK SSM grew by 37.5 per cent within 3 years while that of Nigeria fell by 16.3 per cent within three years (Nigerian capital market data bank, 2006). In addition, the number of listing in the SSM in Nigeria remains static since 1998. Table 1 attest to this. A study of SSM that was carried out in 2005 showed that there was an initial enthusiasm at the inception of the market resulting in slow but steady growth. However the SSM sector has been declining over time and had become stagnant in terms of listed companies. Thus, the number of listed companies peaked in 1993 with when there were twenty-three (23) companies listed on the SSM. It however dropped to nineteen (19) in 1997 and further to sixteen (16) in 1998 where it remained to date. It was reported that there had been no new listings on the SSM for over a decade (The Nigerian Capital Market Data Bank, 2006) Cohn (2003) argued that the inability of SMEs to meet the exchange listing requirements would not have been a serious hindrance to public offering if there were over-the counter (OTC) market for secondary trading. This is because an OTC market will perform a liquidity function similar to that of exchange for the shareholders. However, this market has not been functioning effectively in Nigeria, as it ought to. The OTC market is only functioning in the trading of bonds. The tax and financial disclosure poses another challenge for SMEs as most companies keep two types of records, one for tax purposes and owner set of record, which discloses the true record. Another challenge has to do with the reluctance of the owner to go public to avoid losing management control.
It needs be noted, however, that the small and medium-scale enterprises have a lot of prospects if the following can be put in place: tax incentives; education of SMEs" Managers; and small business loan programme, among others. With respect to the OTC, the brokerage firm should be further encouraged to freely educate the public and trade in the markets for SMEs and other unlisted companies. This will encourage SMEs to consider raising capital through public or limited offering; and as such, potential investors will be guaranteed of the secondary market for resale of their securities.
In addition, the issue of control could be taken care of by educating the owners of SMEs that they can still maintain control of the company. Added to this is that awareness should be created on the other significant economic benefits that can result from a public market in a company"s securities. It is also necessary that programmes should be developed to assist SMEs in obtaining capital. The implementation of the 10% set aside for investment in the equity of SMEs and Small Scale Industries (SSI) in Nigeria is necessary. This is because it is alleged that the bulk of funds other than this 10% is invested in the larger businesses (Odife, 2002) . From Table 2 Moreover, since the implementation of privatization policy, there has been the formation of Zonal Shareholders" Association, which has revolutionised the corporate ownership structure of enterprises in Nigeria in the sense that just one or few individuals no longer own these enterprises but many shareholders do. Besides, it has created a sense of awareness of the merits of share ownership as a form of savings. This policy and its concomitant awareness creation have expanded the frontiers of the Nigerian Capital Market. For example, of the 142 companies listed in 1991 on the NSE, 25 of them came in through privatisation policy.
The number of listed companies, which was 102 in 1988, 181 in 1995, stood at 302 in 2006. The trading volume in Nigeria, which was 3.95 billion shares in 1999 stood at 26.7 billion shares in 2005. The market capitalisation, which was only N10 billion in 1988, had grown to the tune of N5.12 trillion in 2006. This arose from the stimulation to borrow from the capital market and also from increase in the floating of shares. This is evidence that the market is gaining prominence in the country. The Stock Exchange started with call-over trading system but presently uses an Automated-trading system. With the growing use of internet, telephone and computer network for secondary securities trading, effective functioning of OTC market will go a long way to encourage the development of the SMEs in Nigeria.
From Table 3 , the number of deals of stocks and their monetary equivalents reveal that there is largely unstable growth, seeing that there are both positive and negative growths from time to time. The positive growth may have been attributable to the awareness that has been created to the public about the relevance of the capital market, which has encouraged a number of investors to buy shares, culminating in increase in the number of deals on shares in the Exchange (NSE).
The negative growth may have come about as a result of fears of investors loosing their investment due to their inability to receive dividends or receiving low amount of dividends over time, hence selling off or redeeming their investments. This lack of receipts of dividends by shareholders was seen in some privatised institutions, like a number of banks, which became distressed along the line due to mismanagement of shareholder"s funds. We expect that the SMEs"s values would bring about improvement on the growth of the market if the secondary market has developed to the extent of incorporating them extensively into the capital market. However, the global economic meltdown and financial crisis arising from the international capital market that took place from 2008 had not allowed these Nigerian SMEs to develop meaningfully. This situation has been observed by different authors. For example, Wikipedia, the Free Encyclopedia (2012) noted that the global financial crisis that began in 2008 caused a severe crisis among Nigerian banks, with several forced to close; and that after the Central Bank had audited the banks in 2009, the SEC started legal proceedings at the Investments and Securities Tribunal against about 260 individuals and entities, alleging that they were involved in abuses such as insider dealing and share price manipulation. The commission also instituted various reforms including improving regulations so as to encourage development of the bond market, promoting collective investment schemes and reviewing the 2003 Corporate Governance Code. The unstable and inconsistent values in the capital market data also justify the negative effects of the global financial crisis.
V. Conclusion/Recommendations
This paper looked at the need to incorporate the SMEs into the capital market in Nigeria as a means of raising capital for their operations. The finding of the paper is that the growth in the transactions of the quoted companies in the capital market has been fluctuating over the years. The conclusion of the paper is that the incorporation of the SMEs into the stock exchange transactions in Nigeria will enhance the growth in the transactions of the capital market in Nigeria.
To make this a reality, this paper recommends the following in line with other authors" opinion on the subject matter.
1. There should be further development of the use of the internet, telephone and computer networking to accelerate effective functioning of the over-the counter market, so that all stocks can be traded in the secondary market. 2. Modifying the registration requirements of the SMEs in the capital market. Some registration conditions that hinder the SMEs to operate in the capital market should be relaxed to enable them to operate. 3. Tax incentives should be given to the SMEs in order for them to have the funds they would have committed into tax for their operations. This will go a long way to revive SSM and enable those that have not been listed to be listed in the capital market.
4. Effort should be made to help indigenous companies that are quoted in the capital market to attract quality investment by taking advantage of the opportunities that is being promoted by public and private sectors collaboration. 5. There is need for educating the SMEs operators on the necessity of being listed in the stock exchange. 6. Government should provide enabling environment for SMEs to thrive and to stimulate the interest of local investors in investing on the enterprises. This can be done by providing adequate infrastructure to reduce the cost of doing business in the country; and also taking measures to ameliorating the negative impact of the global economic meltdown and financial crisis on the SMEs in Nigeria. Given these recommendations, among others, with their effective implementation, it is hoped that the SMEs in Nigeria will grow and subsequently contribute to the overall growth of the Nigerian economy, and also alleviate poverty in the economy. 
Source: The Nigerian Capital market data bank (2006)

